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Accounting Research
BULLETINS

January, 1957

No. 48

Business Combinations

•
Issued by the
Committee on Accounting Procedure
American Institute of
Certified Public Accountants
270 Madison Avenue, New York 16, N. Y.

(Supersedes chapter 7(c) of
Accounting Research
Bulletin No. 43)

1. Whenever two or more corporations are brought together, or
combined, for the purpose of carrying on the previously conducted
businesses, the accounting to give effect to the combination will vary
depending largely upon whether an important part of the former ownership is eliminated or whether substantially all of it is continued. This
bulletin differentiates these two types of combinations, the first of
which is designated herein as a purchase and the second as a pooling
of interests, and indicates the nature of the accounting treatment
appropriate to each type.
2. For accounting purposes, the distinction between a purchase
and a pooling of interests is to be found in the attendant circumstances
rather than in the designation of the transaction according to its legal
form (such as a merger, an exchange of shares, a consolidation, or an
issuance of stock for assets and businesses), or in the number of corporations which survive or emerge, or in other legal or tax considerations (such as the availability of surplus for dividends).
3. For accounting purposes, a purchase may be described as a
business combination of two or more corporations in which an im21
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portant part of the ownership interests in the acquired corporation or
corporations is eliminated or in which other factors requisite to a
pooling of interests are not present.
4. In contrast, a pooling of interests may be described for accounting purposes as a business combination of two or more corporations
in which the holders of substantially all of the ownership interests1 in
the constituent corporations become the owners of a single corporation which owns the assets and businesses of the constituent corporations, either directly or through one or more subsidiaries, and in
which certain other factors discussed below are present. Such corporation may be one of the constituent corporations or it may be a new
corporation. After a pooling of interests, the net assets of all of the
constituent corporations will in a large number of cases be held by a
single corporation. However, the continuance in existence of one or
more of the constituent corporations in a subsidiary relationship to
another of the constituents or to a new corporation does not prevent
the combination from being a pooling of interests if no significant
minority interest remains outstanding, and if there are important tax,
legal, or economic reasons for maintaining the subsidiary relationship,
such as the preservation of tax advantages, the preservation of franchises or other rights, the preservation of the position of outstanding
debt securities, or the difficulty or costliness of transferring contracts,
leases, or licenses.
5. In determining the extent to which a new ownership or a continuity of old ownership exists in a particular business combination,
consideration should be given to attendant circumstances. When the
shares of stock that are received by the several owners of one of the
predecessor corporations are not substantially in proportion to their
1 As used in this bulletin, the term "ownership interests" refers basically to common stock, although in some cases the term may also include other classes of stock having senior or preferentialrightsas well as classes whose rights may be restricted in certain respects.
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respective interests in such predecessor, a new ownership or purchase
of the predecessor is presumed to result. Similarly, if relative voting
rights, as between the constituents, are materially altered through the
issuance of senior equity or debt securities having limited or
no voting rights, a purchase may be indicated. Likewise, a plan
or firm intention and understanding to retire a substantial part of
the capital stock issued to the owners of one or more of the constituent corporations, or substantial changes in ownership occurring shortly before or planned to occur shortly after the combination, tends to
indicate that the combination is a purchase. However, where a constituent corporation has had two or more classes of stock outstanding
prior to the origin of the plan of combination, the redemption, retirement, or conversion of a class or classes of stock having senior or
preferential rights as to assets and dividends need not prevent the
combination from being considered to be a pooling of interests.
6. Other attendant circumstances should also be taken into consideration in determining whether a purchase or a pooling of interests is
involved. Since the assumption underlying the pooling-of-interests
concept is one of continuity of all of the constituents in one business
enterprise, abandonment or sale of a large part of the business of one
or more of the constituents militates against considering the combination as a pooling of interests. Similarly, the continuity of management
or the power to control management is involved. Thus, if the management of one of the constituents is eliminated or its influence upon the
over-all management of the enterprise is very small, a purchase may be
indicated. Relative size of the constituents may not necessarily be determinative, especially where the smaller corporation contributes desired management personnel; however, where one of the constituent
corporations is clearly dominant (for example, where the stockholders of one of the constituent corporations obtain 90% to 95% or
more of the voting interest in the combined enterprise), there is a pre-
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sumption that the transaction is a purchase rather than a pooling of
interests.
7. No one of the factors discussed in paragraphs 5 and 6 would
necessarily be determinative and any one factor might have varying
degrees of significance in different cases. However, their presence or
absence would be cumulative in effect. Since the conclusions to be
drawn from consideration of these different relevant circumstances
may be in conflict or partially so, determination as to whether a particular combination is a purchase or a pooling of interests should be
made in the light of all such attendant circumstances.
8. When a combination is deemed to be a purchase, the assets acquired should be recorded on the books of the acquiring corporation
at cost, measured in money, or, in the event other consideration is
given, at the fair value of such other consideration, or at the fair value
of the property acquired, whichever is more clearly evident. This is in
accordance with the procedure applicable to accounting for purchases
of assets.
9. When a combination is deemed to be a pooling of interests, a
new basis of accountability does not arise. The carrying amounts of
the assets of the constituent corporations, if stated in conformity with
generally accepted accounting principles and appropriately adjusted
when deemed necessary to place them on a uniform accounting basis,
should be carried forward; and the combined earned surpluses and
deficits, if any, of the constituent corporations should be carried forward, except to the extent otherwise required by law or appropriate
corporate action. Adjustments of assets or of surplus which would be
in conformity with generally accepted accounting principles in the absence of a combination are ordinarily equally appropriate if effected in
connection with a pooling of interests; however, the pooling-of-interests concept implies a combining of surpluses and deficits of the con-
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stituent corporations, and it would be inappropriate and misleading in
connection with a pooling of interests to eliminate the deficit of one
constituent against its capital surplus and to carry forward the earned
surplus of another constituent.
10. Where one or more of the constituent corporations continues
in existence in a subsidiary relationship, and the requirements of a
pooling of interests have been met, the combination of earned surpluses in the consolidated balance sheet is proper since a pooling of interests is not an acquisition as that term is used in paragraph 3 of
chapter 1(a) of Accounting Research Bulletin No. 43 which states
that earned surplus of a subsidiary corporation created prior to acquisition does not form a part of the consolidated earned surplus. Under
the pooling-of-interests concept, the new enterprise is regarded as a
continuation of all the constituent corporations and this holds true
whether it is represented by a single corporation or by a parent corporation and one or more subsidiaries. If, however, prior to the origin
of a plan of combination one party to the combination had been acquired by another such party as a subsidiary in circumstances which
precluded the transactions from being considered a pooling of interests,
the parent's share of the earned surplus of the subsidiary prior to such
acquisition should not be included in the earned surplus of the pooled
corporations.

11. Because of the variety of conditions under which a pooling of
interests may be carried out, it is not practicable to deal with the accounting presentation except in general terms. A number of problems
will arise. For example, if a single corporation survives in a pooling of
interests, the stated capital of such corporation may be either more or
less than the total of the stated capitals of the constituent corporations.
In the former event, the excess may be deductedfirstfrom the total of
any other contributed capital (capital surplus), and next from the total
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of any earned surplus, of the constituent corporations. When the stated capital of the surviving corporation is less than the combined stated
capitals of the constituent corporations, the difference should appear
in the balance sheet of the surviving corporation as other contributed
capital (capital surplus), analogous to that created by a reduction in
stated capital where no combination is involved.
12. When a combination is considered to be a pooling of interests,
statements of operations issued by the continuing business for the
period in which the combination occurs should ordinarily include the
combined results of operations of the constituent interests for the part
of the period preceding the date on which the combination was effected; if combined statements are not furnished, statements for the
constituent corporations prior to the date of combination should be
furnished separately or in appropriate groups. Results of operations
of the several constituents during periods prior to that in which the
combination was effected, when presented for comparative purposes,
may be stated on a combined basis, or shown separately where, under
the circumstances of the case, that presentation is more useful and informative. Disclosure that a business combination has been, or in the
case of a proposed combination will be, treated as a pooling of interests should be made and any combined statements clearly described
as such.
The statement entitled "Business Combinations" was
unanimously adopted by the twenty-one members of
the committee.
NOTES
(See Introduction to Accounting Research Bulletin No. 43.1

1. Accounting Research Bulletins represent the considered opinion of at least two-thirds of the members of the committee on ac-
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counting procedure, reached on a formal vote after examination of the
subject matter by the committee and the research department. Except
in cases in which formal adoption by the Institute membership has
been asked and secured, the authority of the bulletins rests upon the
general acceptability of opinions so reached.
2. Opinions of the committee are not intended to be retroactive
unless they contain a statement of such intention. They should not be
considered applicable to the accounting for transactions arising prior
to the publication of the opinions. However, the committee does not
wish to discourage the revision of past accounts in an individual case
if the accountant thinks it desirable in the circumstances. Opinions of
the committee should be considered as applicable only to items which
are material and significant in the relative circumstances.
3. It is recognized also that any general rules may be subject to
exception; it is felt, however, that the burden of justifying departure
from accepted procedures must be assumed by those who adopt other
treatment. Except where there is a specific statement of a different
intent by the committee, its opinions and recommendations are directed primarily to business enterprises organized for profit.

COMMITTEE O N A C C O U N T I N G PROCEDURE
WILLIAM W. WERNTZ, Chairman
G O R D O N S. BATTELLE
GARRETT T. BURNS
DIXON FAGERBERG, JR.
L. T. FLATLET
THOMAS D. FLYNN
CARL H. FORSBERG
LaVERNE W. GARCIA

WILLARD J. G R A H A M
N E W M A N T. HALVORSON
DONALD R. JENNINGS
HOMER L. LUTHER
J O H N K. McCLARE
HERBERT E. MILLER
J O H N PEOPLES
WELDON POWELL

(1956-1957)
WALTER R. STAUB
WILLIAM J. von M I N D E N
ROSS T. WARNER
EDWARD B. WILCOX
JAMES B. WILLING
CARMAN G. BLOU6H
Director of Research

